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Federal Communications Commission Media Bureau staff economist, Peter Alexander, 
and Nodir Adilov, Department of Economics, Cornell University, recently co-authored two staff 
research papers relevant to the issues in the cable ownership rulemaking' and AT&T-Corncast' 
proceedings. By this Public Notice, we inform interested parties that the Commission will 
consider these two papers in its deliberations in the above referenced proceedings. These papers 
represent the individual views oftheir  authors and do not necessarily reflect the views of the 
Cornmission, any commissioner, or other staff member. 

Thc first paper, Media Bureau Staff Research Paper No. 13, entitled, ';lsymmefric 
Burpining Power und P i v o d  Buyers," examines the potential impact of horizontal mergers on 
buyer bargaining position. This study shows that, in the case where bargaining power is 
asymmetric, it is possible that large merged firms might extract greater concessions from 
program suppliers than smaller buyers. These results suggest that horizontal merger might be 
used as a strategy to enhance bargaining position. 

~~~ ~ 

' See lmplemenioriun ofSecrron I I of /he ('able Television Consumer Prorecrion and Compelirion Acr of 1992, 
Implemenrazion uf Cable Acr Re/orm Provisions of /he Telecommunicurions of1996, Commission's Cuble 
Horiionrul and Vertical Ownership Limirs and Arrriburlon Rules, Review ufrhe Commrssion 's Regularions 
Governing Alfribuiion of Broadcasr and Cuhle/MDS lnrerests, Review ofrhe Cornmission s Regulurions and Polfcies 
.4//crmng Invesrmenr in rhe Broadcasr lndus/v, Rrexaminarron ofthe Commission 's Cross-lnreresr Policy, CS 

Rulemaking, 16 FCC Rcd I73 12 (2001) ("Furrhcr A'or/ce"). 

' See .4pplicarion.s/i,r Consenr 10 [he Transfir o/Conlrol ofLicensesfrom Comcasr Corporarion und AT&T Corp.. 
Trun.sferors, Io AT&T Comcast Corporalion, Tran.ferer_ MB Docket No. 02-70, Public Notice, DA 02-733 (rel. 
March 29, 2002) ("l'uhlrc Norice"), as modffiedby Public Notice, Errarum and Order Exrending Filing Deudline, 
DA 02-70 (rei. May 3, 2002). 
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The second paper, Media Bureau Staff Research Paper No. 14, entitled, “Most-Favored 
Cus1omer.r in rhe Cloble Indtniry,” explores the implications of most-favored-customer clauses in 
the cable industry. This paper finds that the introduction of  a most-favored-customer clause for 
large buyers will increase their profitability and that the seller’s profits may decrease. The paper 
then compares its resdts  to the Bykowsky-Kwasnica-Sharkey experiments3 regarding the effect 
o f  a most-favored-customer agreement and finds that the two sets of results are consistent. 

The Media Bureau Staff Research Paper Series is a forum for the Media Bureau to 
examine issues that are relevant to our mission In addition, these papers will provide 
information to the Commission in order to stimulate debate. 

Both the rulemaking and the license transfer proceedings are “permit-but-disclose” for 
purposes of the Commission’s ex parte rules.4 Ex parre communications will be governed by 
section I .206(b) o f the  Commission’s rules.’ We urge interested parties submitting written ex 
parte presentations or summaries of oral ex purle presentations in this proceeding to use the 
Electronic Comment Filing System (“ECFS“) in accordance with the Commission procedures set 
forth in the Commission’s Furrher Nolice in the cable ownership proceeding‘ and its March 29, 
2002 Public Norice in the AT&T/Comcast license transfer proceeding.’ If using paper ex parre 
submissions, interested parties must file an original and one copy with the Commission’s 
Secretary, Marlene H. Dortch, and should follow the procedures set forth in the aforementioned 
cable omnership Further Noiice and the March 29, 2002 AT&T-Comcast Public Noiice for 
sending their submissions by mail, commercial overnight courier, or hand delivery. 
Additionally, interested parties must submit their e x p a r k  filings to the persons identified in the 
cable ownership Further Notice and the March 29, 2002 AT&T-Comcast Public Norice. 

Copies of these papers may be obtained from Qualex International, Portals 11,445 1 21h 
Street, SW, Room CY-B402, Washington, DC 20554, and will also be available through ECFS, 
These documents are also available for public inspection and copying during normal reference 
room hours at the Commission‘s Reference Information Center, 445 12‘h Street, SW, CY-A257, 
Washington, DC 20554. The documents will be posted on the Media Bureau’s website at 
<h ttp :/lwww. fcc. qov/m b> . 

Sce Mark Bykowsky, Anthony M. Kwasnica and William Sharkey, Federal Communications Commission Office 
of Plans and Policy, OPP Working Paper No. 35, “Horizontal Concenlrarion in rhe Cable Television Indusrry: An 
Experimental Analysis,” (rel. June 5, 2002). 

ScegKeneral/y 47 C.F.R. $ 4  1.1200- I. 12 I 6  

‘47 C.F R. 9 I.l206(b). 

See Furiher Norice, 16 FCC Rcd at 17371 7 132 

See Public Noiice. 
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Alternate formats ofthis  public notice (computer diskette, large print, audio recording, 
and Braille) are available to persons with disabilities by contacting Brian Millin at (202) 418- 
7426 voice. (202) 418-7365 TTY, OT email at bmillin@,fcc.gov. 

The media contact for this Public Notice is Michelle Russo, (202) 418-2358. The Media 
Bureau contact is Royce Sherlock, (202) 418-2330. 

-FCC - 
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.\sjmnietric Bargaining Power and Pi\:ot,al 

ABSTRACT 
Raskovich lZOOO] siiggests t,hat becoming pivotal through merger 

worsens the mcrgiii:: huyers bargaining position. We show that these 
t.r5tilts hii ld iii tlit .  case where tiuyer bargaining power is equal across 
Iiuvers: hut riot in  the case where bargaining power is iujymrnetric. 
\\P deniorist,rate it is possible when there are avmmetr ies  in bargdin- 
in:: power t l i a r  larger bi iyrs .  including pivotal buyers, can extract 
grrat,rr gains honi cradc than smaller buyers. We show that this 
rc~sul t  holds even if the supplier's valiie function is convex. These 
results impl!, that, Iiorizontal merger might be used as i i  s t r a t e s  to 
eiihance b;irgaintilg position. 

Introduction 
111 t,liis paper. ivt' exrer id tile work of Raskovich (2000) m d  explore, Ihe 
i ~ t i sv  of i rs \mmetr i t  lmr;ci,iniiik po\r.ei. Bitildirig on t,he work of Chipt,y 
; i i i ( I  Srtyder (1'3'99). Kiiskiiitch denwristrated t,lint. under t,he assumption 
of cotist,arit, lhargtiirmg powcr across firm sue .  'pivot,al' ( i .e . ,  large) bllvers 

e~riaticall \ .  disadvnnt~a,getl in  negot,iat,ions with sellers.' We 
sliow tlia,t i f  hnrg;rining powcr incrcases with the size of the buying firm. 
Raskovich's resulk do iiot, nccessarilv hold. Or1 the contrary, large firms 
mxy htx svsterrlat,icall~. advant,aged in negotiations with sellers. 

C.Ytipt) a t d  S i i d p r  i 1990) and R.askovicli (2000) explore simultaneous 
hiI;it,eral hargainiug models in  whicll there is a single seller and more than 



several Ibuyc-rs. Both iissiiiiic that thc gains from tradt. arc divided (~111nll). 
j i . ~  . 50-.50). irrespetti\.r of firni size Chipr). anti Snyler  suggest, that the, 
eHrct o n  tmgitiiiin; posirioli of a nirrgrr 1 ~ ) .  t,xo (or ITICJW) I IL I \ .P I -S  cnri 
IJP determined h\ t lw  c.iirviitrirr of t,Iw siipplier..s val i iv fuliction. arid the!. 
denion~t.rdt.e t1ia1 i f  111(,  srippliei 'i v d l i i ~  fiirictiori IS coii~:avt.. rile IIIPI;RI \ \ i l l  
enhnnce t l ie  l i u \ . t , r ~ h  1)iir;tiiriiug posir,ion: if t h e ,  v,iliic- frincrion is cou\y'x. 
t l i c .  inergrr will \voIseii I Ire t,tit '  lbii!w's I ~ ~ ~ i g n i n i n ;  positloll. Rasko\-icii 
gerlcializes CIiipt\. aiid Sti\.(It,r s model t)?. iii~roduciii; i i  pivot,al briyer: 
that IS. ii tiiiwi- so lar:e that m l ~ .  t i w  btiycr c i u i  coiripletel\- cover t l i c ,  
sripplier.5 ctisti~ Thus. t,lie large firm is "011 t l i r  hook.. for the supplier's 
costs. TIN, rrsiilt is t,liar merger \vorsetis a l>ii>.cr's hargaining posit,iori. 

I11 n l i a t  follows. we :erieralizr tile ripprowh of Ciiiptv and  Sriyticr 
(lYYY) a,nd Raskovicli (2000) by relaxin:, t.hc assurnptiou of equal d iv -  
sion 01 the gains froiii t,i-atle. \\+ demonstratr t,hat, an equilihriiim exists 
\clien the division of {,he siirplus varies across firms. nrid WP a n a l \ w  the 
case where bargaining power is assurned to incre*e in firni size. 

We offer several plarisihlr reasons whv bargainiiig power might bc in- 
rrciisirig iri firni size First, <I merger may augment the set, of useful infor- 
rriat,ion regarding prices and other contractual t,erms the previously non- 
trier-ged firms' pnsses:,ed. Second. if t,liere are differences in bargaining 
skills het,ween t,h? mergin:, firms. the merger may result in the ret,ention 
( i f  t.he more-skilled bargninirig team. Third, t,he merged firm may have 
i i  Ion-er risk avckiori i:oefficient. Four th  the merged firm ma\. hc more 
patient.  i .e. .  it, not discount the future as inuch as the previously 
iiori-rrierged firms mal. l i m e . '  Regardless. our goal in t,his paper is simply 
t i l  explore t,he oiit,come of t,he hilat,eral bargaining model a if bargaining 
power is rf ivni tn~t , r~c.  ~ L I I  a,ssnmpt,ion wc'see ;is no more or less heroic than 
itriy ot,her. 

.4ft,er exteritlirig tile model 01 Rdio\,ich (2000) t,o incorporate asymnier- 
ric. I~ar,qa,iiiing poweI. we t,hen sliow t,hat: (1) the resuks of the  bargaining 
solut,ion emplovetl hj. C h p t y  a,nd Snyder and Rilskovich are robust, to any 
c.onst.ant, division of t,hr slade surplus (e.g.. 80-20. 60-40. etc.) and riot 
simply 50-50; ( 2 )  t,lre curvat,ure of t,he vahie functiori rna,y no longer be 
i1 reliable rldc-of-thnnih inetliod for evaluat,ing t,he change in bargaining 
posit,ion and ltencr t,lie cfiect, of mergers on sellers; (3)  t,he post,-rnerger har- 
gaining posit,ion of thc merged hrni rriay improve even though the merged 
firm hecoriies pivot.al: ; i r i i l  (4)  <I merger may decrease the merged firnis' 
t,i-arisfer paymtnt,s a r i d  (lc(:rciisc the seller's transfer revennes. 

I-'c~Iiiips t lir. siniplcit u.a>- I O  dernonstrate t,he potential effects of asym- 
riiet,ric ba,rgainirig power is l)y example. Mie preface the example bv in- 
t rotlitcing R ba,rgaining power paramet,er t,hat, can vary across firms, a r~d  
tleriott t,hr I'" buyer's hargainirig power by CY, E (0. 1)>  where a higher 

' \ . \ I ,  l h a i ~ i i  ~ A I P x  RaiLov i th  for t i i s  d~srussion reintlng to these reasonh 
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w l i i ~  of ( i  means grrat,rr Ixirgaining power.:' 
.Yon.. assiinii? that \v? havr three buyers. each with different valuations 

nf t he  sellrr~s piotliirt. antl each with different levels of hargainiug power. 
x n i r  thal il,, = 80. v R  = 56. arid vc = 40. and that  

( 1 , ~  = .O. i i i j  = .1. aiid LLC' = .3. T, denotes t,Iie transfer pricp for t,hP it" 
I ) I I ~ C I .  l ~ t i ~ ,  I w ~ l  of sellci. ws ts :  F ,  is 50. I t  is easy to demoristrat,e that, 
i i i i i l e r  tlirsr c~~~r id i t i o r~s .  hiiyer B is pivot,al. whereas buyers A (with the 
IllK:hc?sr v ~ l i i ~ t i o i i  of t h e  se1ler.s product,) and C ( a i t l i  the  lowest valuation 
of rhc seller.> prodiic,t) are not pivohl. Not? that for R.askovicti (2000). 
huwrs .-I antl 0 wnrild br  pivot,al. We see t,hat Ta = (1 - L t A )  . I,,, = 
1 0 . 2 .  SO) = 16 rLnd t,liat, T? = (1 - (kc) u? = ( 0 . 7 .  40) = 28. It, is 
i i i i n ~ ~ ~ I i a t r l \ ~  clc,ir that TA + T,. = 44 < 50 = F .  Further: WA not,e that 

Oh~er~i r i : :  [hat TI + Tn = 16 + 36 = 52 > 50 and TB + Tc = 64 > 50, 
i t  i h  clear t ,hat  hiiver -4 a,rid buyer C are not, pivothl. and that  buyer B 
15 pivor,al In  fact,. as we see from the example, Ta > Tc > TA,  Le., the 
liiiyer with the highest valuation pays the least. Thus,  i n  a framework 
n ~ t h  asvmmetric. bargaining power, pivotal buyers can derive significant 
benefits 

(2000) motiel arid slioa thar, under more general assumptions an equilib- 
riiinl still exist,s. Lest,. we sliow that  the  introduction of asymmetric bar- 
:tiiiLiriz power c : m  improve the buying firm's bargaining position (even if 
1 tit' firm is pivohl).  \Vr also sliow that  in t.lre presence of asymmetric 
tmrg'iining power the 'curvature t,est,' of the value function can be a mis- 
Icwtling indica,tor of the effec.ts of merger on bargaining position, i.e.> that 
the liargainiq, position of t,hr merged firm can improve even i f  the  the 
v,ilue fiirictiori is coiivex. Finally, we make some concluding remarks. 

7fi= I I ~ ( ~ , ) . ( ~ ' ~ ~ ~ F ~ T , ~ + ~ ~ ) + ( F - T A - T ~ )  =(0.6.50+6) = 3 6 .  

The rest of t,he paper is organized as follows. First, we extend Raskovich's 

Nash Equilibrium with Bargaining Power 
111 this section. M'C extend Raskovich's (2000) nrodel to accommodate asym 
rii{>t,ric Ihargainin:: power. We begin by construct,ing the transfer prices 
ia(,rt l  I)iwt,al m d  iiori-pivnt,al buyers arid then show that  an eqiiilib- 
r i u n i  exists iiii(leI conditions more general than Raskovich's. 

buyer's surplus is given 
11). 1' ,  = ( q z , + , ) .  lvhile t,he supplier's gross surplus equals V ( Q ) ,  where 
(2 = cy=, (1,. Spec~fically., V ( Q )  = A(Q) - C(Q) ,  where A ( Q )  ancillary 
w v i w u c  arid C(Q) total cost. The supplier will produce iff: 

Follou.irig R.dmviclr (20UO); we assume the 

" 

V ( Q )  + ET, 2 0 



Scxt. noting that I,+, T, + I/-, < 0: are see that, the  transfer price tor a 

ht. writ,teri as T, = [t', + (E,+, T, + V)] ( l  - a,) - I' - 

(6) r, = c,(l - 0,) - (y t ( -yT,  + V )  
J # 1  

Definition 1. 4 N a h  Equilibrium in purchased quantities (4;: 41, ..., q,) 
nntl trarisfei- prices (Ti. . .~ .T ,a)  is that. for which the  following hold simril- 
t;lll(iollsIv i 0 l~  ?Ill / 



L e m m a  1: If h i i w  i sett ishes t,lie conditions for being pivotal. the11 
l ~ ~ i i w r  i t .  s i ich tliilt / I  ;': i also sat,isties the condition for being pivot,al. 

Lemma 2 :  I f  ploductioii is efficient,, E;=, 'vJ + V 2 0; the11 thr  out,- 
C O I I ~ C  111 ivhicli all tiiiyc-rs arc pivotal satisfies tlie siipplier's participation 
coi ls t  riainl.. 



Proof of Proposition 1 See Hasko\-ich(.)000).' 

Merger Effects 

G 





riilp-of-thumb niettioil for cwluating t lie c,hange in bargaining position arid 
I I C J I C ~  the  eI+crs of the, rncrger or1 sellcrs. \loreover. despite Raskovicl1.s 
pr(dictioii thar l ) i~oral  buyers n.ould be disadvantaged by merger. wvc h a ~ e  
s l i m v ~ i  t h a t  iiici-casiri: bargiming p o w r  can improve thr t~argainirig posi- 
rioii ol tlie. nou pi\ ,nral .  riierged firm 

Conclusion 

R&wiv,!i  ('?OW) 5iJggVSWd that becoming pivotal rhrougli merger w i r h -  

riis t l i e  irierging hu\-c*rs' lmgaining positiori. Uk have shoxn that, t,hese 
iesiilt,s tiold i i i  t.lw case where buyer bargaining power is const,ant. but, not, 
i ie(~ess;~riI~ in the case where bargaining power increases with firm size. 
\I,-? derrioristrnt,ed t,hat larger buyers. including pivotal buyers, can extract. 
greater gains from t,rade than smaller buyers when there are asymmetries 
i i i  l ) x ~ ~ i n i r i g  power. Chiptv arid Snyder (1999) and Raskovich ('2OOO)may 
iinder-estimate hargnining position because they abstract from the possi- 
l)ilit\, t , h t  Ibargnining power may increase with firm size. Once this effect, 
15 , i ( ~ ( ~ ~ i ~ i i i t e d  lor the iurvature of the value function IS no longer a reliable 
I lilt,-of-t,humb rric.t,hod for evaluating the change i r i  bargaining position and 
lient.r the effects of t,lie merger on sellers Moreoverl despite Raskovich's 
prctiiction t h a t  pivotal huycrs would be disa,dvantaged by merger, we have 
shown thai iricrea,sing bargaining power can improve the  bargaining posi- 
t,ion of the. now pivot,al, merged firm. 
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ABSTRACT 
In this paper, wr explore the implications of most-favored-customer 

clauses in the cable indust,ry. We show that the introduction of 
a most-favored-ciist,omer clause for large buyers will increase their 
profitability, arid that the seller's profits may decrease. We exam- 
in? t,he experimental cable bargaining results of Bykowsky, Kwas- 
nica. and Sharkcy (ZUOZ), and compare these results to our model. 
We find that the results of the Bykowsky-Kwasnica-Sharkeg experi- 
ments regarding the effect of a most-favored-customer agreement are 
consistent, with oiu tindirigs. 

I Introduction 
I n  t h i s  paper, we explore t,hcs l isp  of ~most,-fa\,ored-customer' clauses (here- 
alt.er. VFC) in tlie cat)lc iridust,ry.' We examine the impact of MFC clauses 
011 liargaining outcomes bctnern buyers and sellers, and show tha t  these 
out,comes depend on the market, share of the larger buyers and the  relative 
valuation of t,he seller's programming to  different huyers. 

The  paper is organized as follows. We begin with the general case 
\vit,h many buyers and seliers, and show that, in t,he absence of capacity 
t.onst,raint.s and hIFC arrangerrients the competitive outcome obtains. We 
then mtrotiucc c.hannel rapdcity constraints. and demonstrate that the  
c.ornpct,it,ivc outconic still obtains Next, we explore the case of large firrns 
and blFC clauses. MTP show t,hat, the introduction of MFC clauses can dis- 
advantage sellers arid small buyers. We find that as the market share of the 
large bkiwr increases. smaller huycrs are more likely to be disadvantaged. 

'Adilm Uepartmeot of Ecoriomics. Cornell tiniversity, email. na47Bcornell.edu; Alexander: Federal Com- 
riliiiiicatinne Commission, emad palraandQfcc.gov We t h a n k  David Sappington and William Sharkey for their 
I I I~I~IV t h u : l ~ l l u l  a n d  iiseful comriients An!' errors are our owii. The views expressed in th ls  paper are those of 
ttie au1.11ors. a n t i  do tint. necessarily represent t h r  v iew5 of the Federal Cornrnunlcations Commission. any of its 
('oriiinissiniirrs. o r  ot,her st,aH. 

"1~11~ IJFC rtajJresent> a iorrriiil or qiietsi-formal arranxenient hy which the larger buyer pays no more than the 
l r i i l i r h t  imo i i i i t  01 i ~ n y  smiiller b ~ y r  
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Spccifirally. lve find that if t h e w  are diHercnces i n  the relative valuariori 
of programmirig a,riiong buyers sticli that  t,he larger buyer has a great,er 
per-cnst,ornei \~aIuntiori. smaller buvers may be precluded from access to 
thc programming because of its relative expense. In the penultimate set,. 

~ I u i i .  u-(i extend our model to  accommodate the methodology utilized in 
t ti(. t:xperrrnental stiitlies conducted by Bykowsky, kwasnica. and Sharkel. 
j?OO?i. '  Our predicrion that an h'lFC arrangement, yields niarket power is 
supported k 1 ~ .  t h t z i r  dat;t.' Finally, we make some concluding remarks. 

I1 The General Case of Multiple Buyers and 
Sellers 

Assunie t,liat risk neutral content providers(a1so known as cable networks)have 
posit,ive fixed (sunk) costs of producing and zero marginal costs of dis- 
trihuting t,heir product. These content providers will be referred to as 
sellers (of programming). There are I sellers. The  sellers earn revenue by 
selling t.heir product to cable owners. The ca,ble owners will be  referred to 
HS buvers 

For simplicity. we hegin by assuming that  sellers make a ' take it or leave 
i t .  offer to each prospective buyer and denote by T',,,T2,,: . . . ,  Th,., the total 
pa -ments  to seller 1 from buvers 1 . 2 ,  . . . ,  M respectively, if the product, is 
s o l d  There are M hiivers, each of whom has  N , ,  Nz, ..., N M  subscribers, 
w~icre  Cc=, R," = i ~ .  

Wr iiysiirne that  buyer m h a s  positive fixed costs F, and zero program 
provision costs (an assumption we relax later in the paper). We note tha t  
given I sellers with I products, every buyer has 2' possible progra,mming 
c:hoic:es. \\'e denote a programming choice of buying only seller i.'s program 
I)\ E;. where subscript, 1 denotes t,he program package consisting of only 
otic program and the superscript i denotes seller i. The programming 
package consisting of 2 products, e.g., products from seller I;  and seller 1,  
is givcn by El.' = E: + El = E: U E; 

The program package that  includes all programs from all sellers is de- 
tlot,ed h? E, or E ,  . The revenue t,hat buyer m can derive from p r o  
gramniirig package I? is denot,ed by \<&(E).  Buyer m,'s objective is t o  
niaxiniize protits 

l ,>  ..., 1 

7rm = V X i )  - c Tm,, (1) 
i E ; € €  

'Hvkoirzsk!. Alark .  Anthony Iiwamica. arid M'illiam Sharkey, "Horizontal Concentration in the  Cable Television 
lridust,rv An Fkperimenral Anal)~sis," Federal (:omrnunications Commission, Ofice of Plans and Pollc-, 1Vorking 
P q w r  Srries. Nuinher 33.  June.  2002 

. 'Ovkoi~sk? .  liw+wii:a. a n d  Sh;irkev iisc tlir term 'most.-favored-r,ation' which lollows t h r  tradrtioo in the 
( ,vrriniei ir t i i l  l i l c rn l i i re  We prcfer to use I.he L ~ r m  'most-favored-customer' for the sake of precision. Both t,ern,s 
; I %  iisc<I rc~ler tn t,tie same Itling 
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In, c:lioicc, of pi il;i-arirniiig packqy E. Lye dssunie thar the value of a r n  
c.omljinatioii 01 progritiris is positive. and tha t  the '\:aIit~ correspondence' 
saIishes decreasing rriargirial returns. hlore formally. \vr assunle that  tor 
RII\. hriyer m.  any t\vo prograrriming packages E and E. and for any se l l r r  

pl-ngrnni siidi t h t ,  E; € U E .  t ,hP follo\ving inequalit!. holds: 

I1,,[FT E;) ~ I ; , > ( € )  2 l ; , ? ( € +  E +  E;) ~ \ . ; , (E+ E) > 0 ( 2 )  
I i '  

trarister price f i r i -  each seller I, ro buyer 711 is: 

I i,, i i  ~ ~ i l ~ - n i o d u l a r .  
Clai rn  I: \ \ . i th  -11 1)iiyi.rs and I si:llers. the unique Nash Eqiiililxiiini 

iiiid all buyers ihiv progra,nis from all sellers. 
Proof of Claim 1: First, we show t,hat, i f  there is a Nash Equilibririni. 

i i  is xi equilihrinrn where all huyers huy from all sellers. Second. we show 
r t i a t  i n  the equilihrium where a,ll buyers hiiy from all sellers, (3)  must, 
l i i i l t l .  Finally. ne prove hy induction that, the transfer price T,,, is in  fact, 
i i  unique Nash Eqriilihriiini transfer price. 

BJ- contradictiori. aSsume that, in some Nasli  Equilibrium, buyer 7 r ~  did 
riot huy t,he prograrri frorri seller I .  Then. seller i ' s  payoffs from buyer 
711 are zero Now.  denote by E' the value of the  set of programs bought 
l)y t)iiver V L .  Sirice \/'(E + E ; )  > V ( E ' ) ,  seller i is strictly better off 
( i . c ~ ,  ohta,itis posir,ive payoffs) by charging any transfer price in the set, 
T E [( I .  \ / (E'  + E:) - V ( E ' ) ] .  and buyer m finds it. optimal t o  buy from 
stllrr i .  

Kext.. assiini~ tha t  there is a Nash Equilibrium where all buyers buy 
1ri ir i1 i l l 1  sellcis Thcri. i t  must be the m s e  that  buyer m prefers buying 
trorri it11 st:llcrs io buvin; from any set of (I ~ 1) sellers; i.e.: the following 
c.oiiilition lioltls for all rri arid k .  

i / 

\,',,,(E/) - CTm.i. 1 - E:) - C T m , l  - TnL,k (4) 
z= 1 , = I  

Assunie ( 4 )  holcls with a strict inequality for any seller 1 .  Then,  seller 1 
(:N,II iricrease it,'s payoffs by iricreasirig the transfer price by an epsilon srriall 
amount,, whilc mridition (1) st,ill holds for all k = 1, ..., I .  This is a con- 
t,tiidiction Therefore; (4 )  must, hold with equality V,,(E/) - E,=, T,., = 

I),;,,(€/ - E[) - 
\TU, have s t i o w i  t1ia.t for a,ll sellers it is optinial to charge % . k . .  In 

ordm t,o fwsiirr that, this is III fact ii Nash Equilibrium, we must, check 
t,hat for an!' huver vi the value of buying from all sellers is greater than or 
equal t,o t,he valiie of any programming package from the remaining 2' - 1 
~~ossibiii t ies.  To hegin: denote by T:,k the  transfer price defined in ( 3 )  
lvheri thcire a te  rl tot,al of I = TI sellers. Clearly: Lvhen I = 1, 

/ 

T,, - T , " , A ,  w~iicti simplifies t,o (3) .  

TA,k = 1)&(Ei) (5) 
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15 <I ?'rash Equilibrium of the game. and all buvers buy from the seller. 
k o w  assurne t,har T:,k is il ";ish Equilibrium outcome for some 1 = 

71 2 1. Then. it, suffices t,o show that T::' is also a Nash Equilibrium. 
w h ~ h  WE do hy shou-irig tha t  buyer na's benefit, froin buying all available 
r i  + I programs is positive. L\-P now ciiat, \im(.Entij - ~-~li T::' equals 
I:,(€ n..l - l \\-e t,lien note t,ha,t L'L(E,,+1 - E;") - 

niirrr the  last ineqrinlit!- holds due t,o oiir assumpt,ion that  T::' = T;,? 
.4ri>' h i w r  7r.s pm.offs are positive whcn there are  n t  1 sellers charging 

T,:,:'. ,inti t,his liiiyer IS  t,et,t,c,r off huyirig n + 1 programs than any program 
Ipachge consisting of 77, progranis. But. we know from our induction a- 
siiniptiori for I = n. tliat, Rhen there are 71 sellers, buying from all sellers 
IS prrferrrd t,o all <Jt,heK choices Therefore. with n + 1 sellers, buying from 
,111 ri + 1 sellers is preferred t,o an?; other programming package. Then,  for 
I = T i  + I .  a Kash Eqiiilibrium consists of sellers charging Tz:' a i d  all 
tiu\.ers Ihuving from all sellers. By const,ruction this Nash  Equilibrium is 
ririique. Q.E.D. 

One simple iriterpretat,ion of Claim 1 is straightforward: when there are 
no ca,pacit,y restraints. cable operators buy all network programs. However, 
111 prac,t,ice, cable operat,ors do not buy from all sellers. We offer several 
explanations which we explore i r i  the next two  sections. First, we argue 
thitt, t,here may exist, capacity constraints on cable operators. Second, we 
ixplore the possible effects ori program carriage in the  presence of so- 
called 'rriost~favored-cust,orner' clauses. 111 t,hese cases, larger buyers are 
i ihlp t,o olJt,ain prices that are at. least as favorable as the prices secured 
In thr snia,llrr I,riwrs. I e . .  srnaller buyers do not, o b h i n  asymmetric price 
(iis(.oiin t s 

E"I1 1 ~ Cy=, 7:::' x;=l Tn::I -2 l;,,(r,,+l - E;'+') ~ E;-, TG,, 2 l k ( E n )  - c:=,T;., 1 0 

I11 The General Case of Multiple Buyers 
and Sellers with Capacity Constraints 
\Ve int,ruducr t,he itlea of capacit,y constraints by noting that  the tot,al cost 
~f ~ L I I ~  given cahlr operat,or n i .  excluding the payments to cable networks, 
IS: 

?=I 

~ l l e r e  E,,  re tlrc fixed (:ost,s a r id  C,,(?) is the margimal cos6 of introducing 
1 '5  proprani. Up assume thac 0 5 F,,, and C,(i) 5 C,(i + 1) for all i 
a i i d  all m. These assumpt.ions capture all possible cost striictures with 
iiori-decreasing niarginal costs. 

We also assume that for any buyer m. any two programs E; and E:, 
< i r d  2 s i ~ c h  tliat (E ;UE: )nE  = 0 where Vm(Ei)  5 L',,,(E:). the inequality 
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\ ; , , (E :  + P I  5 I ; , , ( E ~  i Pi IIOILIS. ~ i r r i p ~ \ ,  pur ,  WP are assiirning ttiwt, i t  
, I  I)II\-PI p w f m  o i i ~  p i -~gr~i r i i  ro ~iri0111cr. the l~ t i \~ : r  a i l 1  a l n a y s  prefpr tllic: 
I ) r o ; r m i  I,CI t i i i ,  01 liei . q a r d l c s s  ol the coiiibinat,iori of other programs. 

\Vc ai-? now ab1r t u  ho\r  that under  these conditions. i f  buyers cannot 
iriHiieircc. the t ~ g i i i i i i i i g  outcomes het,\veen other buyers. t,liere is iiniqiie 
5 (1 s I i Lqu i li I i r  i u rn  o u  t,(:i>niP. Fu rt Irerrnore. this outc,ome 1s efficierit 

Si r i i . r .  hy ~s . ;urnpt , ion u i \ -  giveii b u w r  cannot. influence bargaining oiit- 
i mirh mion; ot,tirr t ) u \ w s .  i c  suffices to show the  result, for only one bu\.er. 
\\'P Ihrgiri n - i t h  i t n ~ .  tliiyer rn. \\'ittiout loss of generality. we assiimr tha,r 
fur this iiu\-ei \';,(E;) 2 \;,,(E;) 2 . . 2 \",,,(E;-') 2 \<"(E;) > o If our 
i~ssiirnptioris Iiold. t,here is  it uniqur Xash Equilibriiim soliitiori sucli that .  
i l  

c , i r )  5 Km(E1) - Li,,(E/ - E : )  

Tm,L = L ' i , ( € / )  - \,&(E/ - E:) - Cm(l )  

(7) 

(8) 
t tirn 

i l l i t1  t.he b u w r  buys fraui all sellers. 
This is a dircsct est,ension of Claim 1. The condition on the cost func- 

t iori iiriplies tha,t  there is J positive value t,o be obtained by iricluding 
i ~ i i  additional program rrgardless oi t,he curi,ent cornbinatiort of programs. 
Tllcrchre. all progrdrris \vi11 hr hought 111 the unique Nash Equilibrium. 
Tlir t,rnnsii:r p r i c ~  cliargrtl h!. a, seller will I J ~  such tha t  the buyer is indif- 
fererii hfnveen I~iiyinp and riot hriying tliis addit,ional program. .41so, if 
oiir ;i.ssurnptions 11i)lti. t,herp is ii secorid unique Nasti Eqiiilibriurn solution 
s i i c t i  t,liat, i f  

Cm(l)  2 Vm(El )  (9) 

thiw 1)iiyer in does riot In! from an\' seller regardless of the transfer price. 
Thr ~:i~iiitlitiori placed on thp cost, struct,urc implies t ha t  the net benefit 
fruiri tjiiying a n y  program is negative. Clearl!-. I I U  programs will be bought. 
i r i  t,his rquiiihriurn. 

Fii~dlv, ii our assunipt,ions hold. t,here is a third unique Nash Equilib- 
i r i i i r i i  solution sucli that, i f  

Ck(1)  > Lk$(E,) - k ' ( E /  - E:) (10) 

C,,,(l) < Lk(E:! (11) 
- 

, l T i i l  

1.2. I .  tiim t,liewexist,sa h E ( 1 . 2  . . . . .  1-11 siicti t,liat. L L ~ ( E ~ ~ * ~ ~ ~ ~ ) - K , ( E ~  
E/.j 2 Cn(L-) I ~ ~ ~ d  C',,,(A. + 1 )  > L&(ELtl 
Tlie transfer price is giveii t y  

1 , 2 .  . k . k + l  - E;+') 1 - Vln(Ek+, 
I.?.. ,LA-+] 



for all 5 t 5 k .  a i d  T,,, , 2 0 h i  A i 1 5 1 5 1 .  111 this cilse. buyri 7 1 )  

lhiivs froni t.he first, b.  sellers 
T h i j  condit,ion stiitcs t,hid tlie net valiie of I J U ~ I I I ~  just one proglatti is 

positive. and t.lie net value oi hn!.itig the last, prograni afrer buyiiig all ot,lier 
1 - 1  programs in iieEntivv. Clearl\.. there exists a d hetiwen 1 anti 1-1 wcli 
t l i , t l  t,lie ner value ot l)ii\.ing from t it-st k sellers (ignoring t r~nsfer  prices) 
1s posiitlw a n d  tlie II('T i~aliie of I n i n n ;  from th(3 f a - +  1)'s sellet. (Ig~ioIiii; 

t,i.aiisfei. prices) IS nr:ati\'e 'Thits. the huvcr udl  hu).. a t  most,. k progr-anis. 
Siiic;(> t,hc v ~ l u e  of seller i .s  progrnm is I I C W I  leas t , h x  thr va lue of scllel- 
( i  + 1) 5 program i t  is israiF;htforwd t,o see t,hat if seller 2 is served t,lieii 
scll(~:r (il slionltl also be aeriwl in  any hash  Equilibrium This implies t, l int  
sr,llers A. I 1. ~ .,I arc iioi served In an\: N a s h  Equilibriurn. Seller k ninst 
l)c served i t t  an!. X a d i  Equilibrium. since it can alwa,vs charge T,,~A = 0 
iir ic l  t , h t  buyer buys from 6 .  rit,lier h\- replacing some of its progranis t>\- 
prc,grarn i- or hy krrping *dl ot,her programs. 

Tlirrefore. if ttierc is it Na,sf-i Equilibriiim. Ihen all I; programs will bc 
lioriglit. If there is a, Xasli Equilibriun? with k sellers served. then it should 
Iw the  case tha,t, t h r  hityer is indifferent hetween buying from an)- seller 
/ 21,s cornpared to riot hrryirig from that seller. and t,o replacing it, with 
itii\. ot,licr program frorn an\. of remaining I - b: sellers' programs Le.. for 
I 5 i 5 I;. ( 7 )  holds. .Irisr a s  t r i  Claim 1. 

L., L 0 (13) 

dnt l  
A A 

, i l i t l  Imtli Iiiiyers and srllrrs iicrept, t.hesr tratisfcr prices. Q.E.D. 
Opt,inialit,y implies that. all programs that have a marginal value above. 

rnarginnl c o t  \%i l l  he broadcast. The claim ahove shows tha t  under our 
,)ssumpLioti ot curistrained c:wpacit,y. t h r  market outcome is efficient 

IV Most-Favored-Customer Clauses 
Assume there are t.wo srllers and two types (sizes) of buyers. Buyer one 
is IarRe. a,rid is ;~h le  1.0 oht,ain \IFC conc,essions from both sellers. Denot,e 
,)>,(I) as txiyer OIIP 'S pcr ~ i i s r o i t i ~ r  ~ d u a t , i o n  otseller one's product,  u1(1+2)  
ils Ihriver one's valu,itioii of having both sellers. products, and 232(2) as buyer 
two's valuat~iori of seller two's product. 

\lie also assriinc. that assrtmpt.ion one? given in equation (Section 1) 
Equation 2)  st,ill holds. i.c. ,[!,(I) + ~ ~ ( 2 )  > ' ~ ' ~ ( 1  + 2 )  and ~ ( l )  + , u 2 ( 2 )  > 
vi( l  + 2 ) .  Wr kno\i- that, the Nasli Equilibrium prices under t,he non- 
hlFC provisions are t;l = 'ol(l + 2) - v l ( 2 ) ,  t;> = ~ ~ ( 1  + 2) - 7 l 1 ( i ) ,  

t,ll = ( :y( l  + 2) - v > ( 2 ) .  aiid t;., _ _  = {!?(I + 2) - z;2(1) ,  where the t' are 
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the equilibrium noii-\lFC transfer prices. Usin:, these assumptions. we 
(.onsider thi. folloiving four rases. 

First \vc c~ousider t,he case wlierr t i l  5 tll and t;. <_ t:.,. _ _  In this 
ciise. hoth the 1,lFC and non-hIFC t,reatments give the same prices and 
0 1 1 1  uiriies sintc the \IFC p r o w " i s  ti6 not rest,rict, the sellers behw,vior in 
,Ill\' filslllon 

S i ~ o ~ i d  \w r y l o r r  tlir ci isr  where t ; l  > /I, ,ind 1;. 5 /;?. I n  this case. 
t,l i i, IIFC cliiiise on11- <iHects the first, seller. and t,he seller has t.wo options. 
Srl le I  I could charge (A)  t i l  = t2]  = t;, in which case hoth buyers buy 
f r o m  s c l h  one. Seller 0iie.s revenue in this casc is n ' .~ ; ,  = (C,=, ~\' , , ) . t :~ 
m t l  seller t,n.cis heat. response to seller one's price is t o  charge t 1 2  = t;? 
, i r i d  f 2 ?  = t:,. _ _  Or. seller 1 could charge (B)  t l l  = t Z 1  = t i l  and sell only 
r o  I)nwr one. In this c u e .  seller one's revenue is NI . t;l and seller two's 
hrit response is t o  charge t I 2  = t;? and t ,2 )  = m ( 2 )  if ~ ( 1 )  - t;l < 0 
, ~ i i ( I  t 1 2  = t i L  m d  t 2 2  = u?(2) - ' ~ ( 1 )  + ty, if u2(1) - ti, 2 0. Seller 
OTIC prefers B to A i f  A' . t.;] < N1 . til  which we write equivalently as 
2 .  l o , ( 1  + 2 )  - ~ ~ ( 2 ) )  > u2(1 + 2) - ~ ' ~ ( 2 )  where % is firm one's market 
sh i re .  

We notice 
irnnicdiatcly t,h;it, this case is symmetric t,o rase two and therefore the 
iesult,s are the same. 

and t ;z  > t ;2.  In this case, the 
\IFC arrangerrir:rits rrst,rict, t)ot,h sellers, and each seller has three choices: 
(1) provide, t,h. product only t,o buyer one, ( 2 )  provide t,he product t o  only 
Iiiivcr hvo. or (3 )  provide t,he product, to both buyers. 

In tiw t,;tld(: tha,t follows. WP Iiave listed each of the possible combina- 

Af 

Tliird. we have t,he case where tYl 5 t ; ]  and tYZ > t;2. 

Fourth, we haw the case where t ;]  > 

Selk 

Buvcr 
Biiver One a 

d Buyer Two .SF/J~'7.T11?0 

Rotti Buyers g 

One 

)ne Buyer Two Both Buyers 
b c 
e f 
h 1 

.AS w S I I ~  tlernonstrat,e. ( I ) ) .  ( d ) ,  ( e ) .  (f), and (h )  call never be part' 
01 < I  %ish Equilil~riuni. while ( a ) .  ( i ) ,  (c) .  arid (g), can be part of a, Nash  
Eqiiilibriuni 

\\c. iiote immediately t,hat (e) cannot, be a Nash Equilibrium. If both 
sellers serve only buyer two, t,hen tP1 = t;] and t22 = t.:2, and then t l l  = t;l 
,ind t l r  = t;>. Biit, at, these t,ransfer prices, buver one finds it optimal t,o buy 
from l!iot,h sellers. I t  is also clear tha t  ( f )  and ( h )  cannot he Nash for the 
sanir '  rPasons given for ( e )  Next,. ;~ssiirne (b)  is a Nash Equilibrium, Then. 



I I I I \ ~ C I  oiie 1111i-s aril\. from i r l l e r .  one. a n t i  briwr t a c  biiys orily from srllci 
t i \ ( ]  Hmw\Vri. rhis 15 iiot i i i w i i t i v p  rompat,ihlr for seller two Srller txvcl 
('ri~i d i v a y h  diargc' R posiiiw prirr r o  lhi!,er o w  i that b u \ w  one accepts) 
m d  iiic'rra,st' it 's prniits GIVPII thr symmetr!. of ( d )  aiid (b ) .  ( d )  cdrinot 
IJCJ i i  X i d t  Equ~libi-iiini. 

\ ? i t .  IVP rsThric tkw cotiditions under iyhicli (a) ,  ( i ) .  (c) ,  and (p j  ?irr 
X:isli Et~ i i i l ih~ i~ i .  

111 tlir first ('ASP, (,a) ib  a Kasti Equilibriiirri iE . fi > Ci(1) > f:, 

l ~ i i c /  ti,: . 2 l i ( 2 )  > t : , .  _-  I n  t,tiis case. birwr one buys hot,h prodiicts. 
, i i ~ d  t i i iwr  IWO rloes rioi t ~ i i \ .  a i~ \ .  prodiict,. Scllrr one's profits are t ; l .  and 
s ~ ~ I I P I  1 \vis plohis arc' t;.. 

,Y , 

I r i  t,tit, srt:oiid case. (gj is ii Nasli Equilibrium if t ; ,  . N 1  - < t ; ,  arid 

t i 2  > t;, 
,tiid XI . i t ; . ,  5 [V2(2) - V2(1)](,(yl +.W7). In this case, seller orie sells 
t c i  hiycr  one aril>.. while seller t,wo sells t,o both buyers. 

Nl+n'z > t;, and 
> t.;] and 1/?(2) > t i l  . & > t;? < t.;,> or V 2 ( I )  > t ; ]  . t ; i  ' - 

.iitd !Vi (tTr - t i l )  5 I\/>(?) - V2(l)](.KI + X 2 ) .  In this case. seller one sells 
t o  both hnyrrs. and  seller t,wo sells to buyer one only. 

Finrill\-. ( i )  is R Kia,sh Equilibriiim i f  t ; ,  .* 5 t;l and t ;2 .& 5 tZ2. 
111 t liis cLtsc. Ihotli sellers sell t o  l)ot,h buvcrs. 

\T?icri t ,hr hIFC ;iffec,ts t)ot,li scllers. it, is optimal for the sellers t o  
. se l l  t,o huver one. Iri this case. only buyer two's profits pot.entially 

clr(:rwse, whilr  tju'er one's profits are never decreasing. The higher the 
\ehat .~ori  of tlir program foi. the large huyer as compared t o  the smaller 
I ) i i \ w .  t,tic more likely that  t,he smaller buyers will not, be able t o  buv the 
.L,IFC' program. This effect tieperids 011 t,wo basic factors: (1) t,he large 
Ijiiv~r's Illarka iliare. arid ( 2 )  t.he relat,ivc per-customer valuation of t,he 
programs t,o diffcreiit buyers. 

\ h > t;? ur \/?(I) > t i ,  . > t ;]  arid I I2(2)  > t i l  

In t , h r  t.hird t x e .  (c) is a Nash Equilibrium if  tYl 
N % 

V The Bykowsky-Kwasnica-Sharkey Results 
Ryi;o\\-sky. Kia-asn~cj. a n d  Sliarkcy (2002) .  report, results of experimental 
s t i ~ d i ~ s  tliat, explorc hiirgaining aniong buyers arid sellers in the cable in- 
ilustrv. Thew r c~s i i l t , ~  give i is  an opport,unitv to evaluate the predictive 
iiower of our  inotlcl. Howe\:er. in order to evaluat,e the results of t,hese 
ixprriirienr,s 111 tlie (:ontext of our MFC model. we must first extend t,he 
iriod~l gi\-rn in  S ton 1 t,o iil:corii1iio(lrir,e multiple buyers and a sequential 
i~a,rgainlng process. In the cont,ext of this extended model. we can t,hen 
-tion that t,hc Bvko)~si;v-Kwasriica-Sharkev experimental results relating 
to  AIFC t,reat,nierits are broadly consistent with our theory. 

LV? s h r t  by rriodelling a hargalning proc.ess with one seller and mul- 
tijilr I)iiyrs, a r i d  then exknd oiir hlFC model t,o include multiple buyers 
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nrid sellers. I\-(, model t,his bargaining process s one in which the  seller's 
tlioices art= independrnt. which implies t,hat a model with a single seller is 
rewsonahle. The aisiinipt,ion of independence among buyers is consistent 
n.ith t , h  experiniental framework employed hy Bykowsky, Kwasnlca. and 
Sliarkey (20021.  find^-. \\'e extend our rnodel t,o ac,commodate infornia- 
r i m a 1  db! -; iiini~!tric!s. 

TI-(, I w y n  173, iissuniinji that, \vit,lioiit, a rriost-fni,ored-customer provision 
wller i is cliai-giii; 1 ; .  t ; .  t i .  . . ,  t i i  per customrr transfer prices t o  buyers 
I .  2 .  3 . .li rrspecth\vI\,. -4ssunie t,hat buyer one has the most, cus6omers. 
I ( ' . .  ;- YTn for  all 7 i 1  2 2 Yon.. assume t,lia,t huyer one is able t,o ohthiii 
iiiusi~I;lvored-custoiiicr' ternis requiring t.he seller to charge a per customer 

j i i i c ~ c ~  n i r  riiore t,tiaii t l i c  rriiriirniim of prices charged to other biiyers. i.e.. 
f ,  5 r n i i i ( t 2 . t 3 .  . . .  t,,,,}. \\:e r1ot.e that  if t l ,  2 t; for all m 2 2 :  t,hen t,he 
1IFC provision will have no effect on a seller's decision. 

For simplicit,y. assume that t' takes four possible values 0 = ti < t j  < 
I' < f : .  I n  fact. this aiia,lysis applies to any finite number of buyers. In the 
preseiit case. there arr some h y e r s  with (non-hlFC) transfer prices above 
t ; .  t,heie ale some tjuyers with (nori-MFC) transfer prices below t ; .  and 
there iLrc some buyers who do  not buy from seller i. denoted by t i  = 0. We 
(lrriotr customers served by different transfer prices t; byn, = NI; TI,? = 

~ ,;,,=, ~. T- 
Tlib hlFC arrangements do not  affect, the  b;yers who are paying above 

l j i ivcr  orie.s price. Given t,he MFC constraint, the seller has  two options. 
First .  t,he seller could charge t l  = t3 = t ;  and t? = t;. In this case, the  seller 
serves only the tirst, arid second type of buyers. and the seller's revenue is 
i'l = nI . t ;  + u 2  . t ; .  Or. the seller could charge t i  = t 3  = t; and t? = t3. In 
t,tiis cas(> ,  t,hts seller serves all t,tie buyers that, i t  would serve without the 
\IFC and the s e l i e~s  revenue is r2 = ( R ~  + n:() . ti + n2 . t.:. We not,e that. 

\'cit,ic(, t,hr tii;her ' n l  ( the  niarket share of buyer one), the more likely 
i t  ih thtir. sninllei h iyers  will not buj.  programming. Also, note t h a t  buyer 
olle ,iIwii,\,s huvs t,lip product and pays. a t  most,. the price under the non- 
hIFC provisiori. Tliest: results are consisknt with our findings i n  Section 
4 

.As riot,rd a t iovc .  the  model we Iiavc constructed must be amended 
t o  ,iccoinmotiat,e the, iriforniatlon asymmetries embedded in the  sequent.ia1 
I ~ r g a i n i n g  framework of Bykowsky. Kwanica .  and Sharkey (2002). Specif- 
i ( ~ I l \ . .  i r i  the Byko~sk\;-IiwssnJca~Sliarkey model, the sellers do  not know 
rlrc. Ihivcrs. valuation and thus rnrist, form some exppctation regarding the 
n ~ i l l i i i ~ i i c ~ s s - t o ~ p ~ , \ ~  on the part of each individual buyer. Moreover, the 
~ d l c ~ i ~  must tletcrniirie an opt.inial trading sequence. Amending our model 
t o  accoirimodstc: tliese coridithons is a simple exercise in straightforward 
I i igic. as we drrnoristrat,e next,. 

.Ass~inic~ t,hat, \\;e iia,ve two liuyers arid single seller where the  seller does 

2; 4 
= E,. = l .  iVm; and n4 = Ct_=L. N, where C,=, nk = N .  

I > ,  ,! 

o t i l j .  t lw  first arid secorid buyer types are served i f  r1 > T ?  H ;;;;i;l; n > 5  L; 
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1 1 0 1  !ann.  the hi iwr.s \diiatioii of thc seller's product. As we slioized in  
S r i t i o i i  4 (rqriilibria i i . c ' . g . i i .  i t  i s  ~ I w a y ~  optirrtal for the seller f,o t,rir,de 
iv i t  Ii rlie Ix;rr hu>.er. but nor f l i t  smaller bu!.er. Thus. t,lie seller will 
,iliv,i?.s n r i n r  1.0 t,t-utlr n-it11 tlir biggest h ~ e r  first, aid liencr thc orit,conic 
i i t  r l i p  ; m i r  IS rh?  sii t i ic (15 i f  tlie sellrr k i i ew w t , h  crrtmiiit\-. thc outc'oliir of 
t ~ r , : o r i ~ r . i o r i h  wit,l i  ( i t l ~ i ' i .  I j u w u s .  Since I riitlin; \ ~ r , I l  t he  smallel I>u\-er hrst 
\vo111<1 lock t,Iw s t ' l l ~ i -  i r i i c  i~qi~iliI)riuni / .  it \vc Cxt,end tlic ariaiysis t,o rile ci~sc' 
\\-it11 iiiorc tliari t\vo l ~ ~ i \ ~ t ~ s  \vr <~onIlutic, t h t  t.11~. seller would aln.;ryh w r n  
1 i 1  t i  ;idc w t , l i  I l i t  Ixggc*st biiypr first,. TI]? ckterminat,ioii of a psrtic:ular 
( ~ ~ u i l i h r i u t ~ i  will tlepeiitl on t l i v  biggest tni>er's market, share. the re1at . i~~.  
\-;iluat,ii~a of of pm;ruiirmng by diHererit buy-ers. arid the uncerta,int\- of 
t l i ( '  imrpnin: ,  oiitc:onici with t,he rmiainlng buyers. 

FOIIC of the rrsiilts of t h r  Bvkowsky-l;~vva~nica-Sharke?- (2002) experi- 
tiirrits are gernianr to o u r  rriodel. First, Bykowsky. Kwasnica. arid Sharkey 
fir i t l  t.lidt n-itli rio cliwririel c:apa,cit\. constraints and no b1FC clauses. all of 
tlir sc.llcrs were able t,o conduct, probable trades. which is precisely the  
I ~ S U I T  our model prctlict,s in Section 2 .  Secorid, Bykowsky. Kwasnica. and 
S1i;irke~. fitid that, u,itli capacity constraints arid no MFC clauses. a seller's 
1)argaining power decreased. while a, buyer's bargaining power increased 
relnt,i\/e t o  tlic case o f  no capacitj. const,raints. This result is consistent 
w i t t i  our model. tis can be seem by comparing ( 3 )  in Section 2, wit,]] (3) 
i i r i c i  (7) i r i  Sect,ion 3. and notirig the extra, negative terms in Section 3.  
Ttiirtl. Bvknivsk>,. K\zasiiica. a,nd Sharkey find that. the existence of an 
2IFC cl;tu.;c, inrrmses t,lie profit,ability of JIFC buyers; a result our (ex- 
Irritird) Section 4 arid 5 nioilel predic.ts. Firially: not,e that, in our model 
j wlicrc the  sellers (:a11 rrinke rake-ir,-or-leave-ii, offers. by assurnpt,iori). t,he 
pi-cseiicr, of an AIFC ;arrangement ib t,lw o d y  source by which large firms 
c,xliil~it greatcir ttiarket power. This is exxttly parallelcd tiy the results of 
t lie Bykmvsky- li~\,.asriica-Stiarkev st,udv. 

VI Conclusion 
I I I  I tiis paper. we cxplorcxi t,lic use of 'mosr-favored-cust,omer' clauses in the 
c i i  hle industry. \,\-e exarnuieil tlie i rnpct ,  of hlFC chuses on bargaining 
oritcomes Iwt,\Lyer1 buyers arid scllers. and showed t,hat these outcomes 
(Ic:pc:ricIt:tl on t 1 1 ~  inarket share of the larger buyers and the relative per- 
t.rist,oriler ~ a l u a t i o n  of the  seller's progiirrrirriirlg 1,o different buyers. 

LVe sho\wd that h l i  u-it,li alld wrthout channel capacity constraints, in 
thf :  i i k e n c e  of AlFC dauses. the market outcome is efficient. However, the  
ititri~~durtiori of MFC c,lausrs can disadvantage sellers and small buyers, We 
~ ( J U I I ~  t,liar, a5  tli? market, share of the large buyer increases, smaller buyers 

mor(> likel\- to be tiisatl~anti~gec1. Specifically, we found that, if there is 
0 dispirrit>~ i r i  t , l le reht,Ivr viLhiiit,ioii of programming among buyers, in the 
(L IS( '  x v l i i w  the large ~ I W I -  h w  ;I greater per-cristorrier valuat,ion. smaller 
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